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SUBJECT: Community I nvestment Credit and Nei ghborhood Assistance Credit

SUMVARY

Under the Personal Incone Tax Law (PITL) and the Bank and Corporation Tax Law
(B&CTL), this bill would allow two tax credits:

1. For an unspecified amount to an owner of a conmunity facility, as defined, or
its | egal successors, or assigns.

2. For 50% of the amount contributed by any taxpayer to an eligible community
devel opnent corporation

EFFECTI VE DATE

This bill would be operative for taxable or inconme years beginning on or after
January 1, 1999.

SPECI FI C FI NDI NGS

Exi sting state | aw provides various tax credits that are designed to provide tax
relief for taxpayers who nust incur certain expenses (e.g., renter’'s credit) or
to influence behavior, including business practices and decisions (e.g., research
expenses credits).

Exi sting state | aw all ows enployers a tax credit, known as the Enployer Child
Care Program Credit, equal to 30% of the cost paid or incurred for

(1) establishing a child care programor constructing a child care facility in
California to be used by their enpl oyees' children and (2) contributing to child
care information and referral services. Building owers also are allowed a
credit equal to 30% of their costs to establish a child care programor facility
to be used by their tenants' enployees' children. The amount of the credit is
limted to $50,000, even if 30% of the taxpayer's expenses exceeds $50, 000, but
to the extent that the allowed credit cannot be used, a credit carryover is
permtted. The carried-over amount may be added to any credit for that
succeedi ng year, with usage still limted to $50, 000.

Exi sting state law all ows enployers a tax credit, known as the Child Care
Contribution credit, equal to 30% of the cost paid or incurred for contributions
to a qualified care plan nmade on behalf of any dependent under the age of 12 of
the taxpayer's California enployee, but only to the extent contributions were
made directly to child care progranms or providers.
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The armount of the credit cannot exceed $360 in any year for each qualified
dependent .

Existing state law allows a credit for the costs of constructing or
rehabilitating | owincone housing. The credit anpbunt varies dependi ng on several
factors, including when the housing was placed in service and whether it was
federally subsidized. The credit is clainmed over four years. The Tax Credit

Al l ocation Committee can allocate a maxi num of $35 million per year, plus the
unused or returned credit anpunts fromprior or current years. This aggregate
amount is increased for 1998 and 1999 to $50 million per year. Annual |istings
of qualified taxpayers are provided by that commttee to the Franchi se Tax Board.

Exi sting state law allows a taxpayer to claima deduction for a charitable
contribution made to a tax exenpt organi zation, including a federal, state, or
| ocal governnent entity and nonprofit groups that are religious, charitable,
educational, scientific, literary, or work to prevent cruelty to children or
animals. A charitable contribution includes gifts to, or for the use of, tax
exenpt organi zati ons.

This bill would allow two tax credits:
1. For an unspecified amount to a devel opnent sponsor of a “community facility.”

2. For 50% of the anmount contributed by any taxpayer to an “eligible comunity
devel opnent corporation.”

Facility Credit

The California Tax Credit Allocation Committee (the commttee) would allocate
to any devel opnent sponsor the anount of credit the comm ttee determ nes, based
on the facility's need for economc feasibility and other unspecified

requi rements that would be established by the conmittee.

The maxi mum annual aggregate anount of this credit the commttee could allocate
woul d be $35 million

“Community facility” would be defined as a child care facility, charter school
health clinic, or other simlar facility identified and approved by the
conmittee.

“Devel opment sponsor” woul d be defined as the owner of a community facility for
which a credit is requested, its |egal successors, or assigns.

If the taxpayer could not use the entire credit in the year clainmed, the excess
credit amount could be carried over for an unlimted nunber of years unti
exhaust ed.

Contribution Credit

The committee would award tax credit vouchers to “eligible comunity

devel opnent corporations.” The vouchers woul d equal 50% of the anpunt
contributed to the corporations. Those corporations then could provide the
voucher to any contributing taxpayer or taxpayers that may claimthe credit
pursuant to the ternms of the voucher.
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The maxi mum annual aggregate anount of this credit the commttee could allocate
woul d be $15 million

“Eligible conmunity devel opment corporation” would be defined as conmmunity-
based, nonprofit organi zations that sponsor, devel op, or manage any affordable
housi ng conmunity project or programthat primarily benefits | ow and noderate-
i ncone persons, famlies, or geographic areas. Under the definition of
“person” contained in the PITL and the B&CTL, this credit would apply to any

i ndi vidual, fiduciary, partnership, corporation, association, business trust,
trustee, receiver, executor, admnistrator, or assignee.

If the taxpayer could not use the entire credit in the year clainmed, the excess
credit amount could be carried over for an unlimted nunber of years unti
exhaust ed.

Pol i cy Consi derati ons

This bill raises the follow ng policy considerations:

1. Unlike nmost other credits, the facility credit under this bill would not
be associated with any particul ar expense or contribution by the facility
owner; instead, the credit would be based on sone undefi ned economn ¢ need
or other requirenents. Thus, unlike nost credits, facility owners would
not have to incur any expenses to get the credit, such as building a new
facility or leasing property. Direct grants for community facilities
m ght be a sinpler nethod of achieving the desired goal. Further, no
standards are established for weighing the nerits of conpeting
facilities.

2. Conflicting tax policies cone into play whenever a credit is provided for
an expense itemfor which preferential treatnment already is allowed in
the form of an expense deduction or depreciation deduction. The
contribution credit would have the effect of providing a double benefit
for the contribution because the contributing taxpayer al so would be
all oned a deduction for the contribution to a nonprofit organization
On the other hand, making an adjustnment to reduce basis in order to
elimnate the double benefit creates a state and federal difference,
which is contrary to the state's general conformty policy. |In the case
of a one-tinme expense deduction however, the reduction of that expense
woul d not create an ongoing difference.

3. The facility credit does not limt the anbunt of credit that may be
awarded to each facility. Thus, it is possible that the entire $35
mllion annual anmount could be awarded to a relatively small nunber of
facilities.

4. The contribution credit does not |imt the amobunt of contribution by any
one taxpayer that may qualify for the credit. Thus, it is possible that
the entire $15 million annual anmount could be awarded to a relatively
smal | nunber of taxpayers.
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5.

This bill does not specify a repeal date or limt the nunber of years for
the carryover. Credits typically are enacted with a repeal date to all ow
the Legislature to review their effectiveness. However, once a repea
date has been added and the unlimted credit carryover is allowed, the
department would be required to retain the carryover on the tax forns
indefinitely. Recent credits have been enacted with a carryover limt
since experience shows credits are typically used within eight years of
bei ng ear ned.

| npl emrent ati on Consi der ati ons

This bill raises the follow ng inplenentation considerations:

1.

Under the contribution credit, it is unclear whether the fact that the
commttee awards a credit voucher necessarily would nean that a taxpayer
may claimthat credit. The anbiguity arises because the conmittee woul d
not provide the contributing taxpayer with the voucher, but rather would
provide the voucher to the eligible community devel opnment corporation
whi ch then may, at its discretion, provide the voucher to the
contributing taxpayer. Thus, while the cormmittee may award credit
vouchers, the corporation nmay choose not to provide a voucher to al
contributing taxpayers.

The bill | eaves uncl ear what woul d happen to credit vouchers that were
awarded to eligible corporations in one year, but not provided to
taxpayers in that year or perhaps not provided in any year. Further,
this bill |eaves uncl ear whether any unallocated credit froma prior year
could be added to the total ampunt allocable in the next year.

Under the contribution credit, the bill allows the credit for "50% of the
anount contributed. . . . pursuant to a voucher," but does not clearly
specify, as in the facility credit, that the actual anmount for which the
contribution credit may be clained is limted to the anbunt actually
specified on the voucher. It would be easier for the departnent to
admnister this credit if the 50%limtation were instead inserted into

t he general voucher requirenments, and the anount of contribution credit
that the taxpayer was entitled to claimwas clearly limted to the anount
specified on the voucher itself.

The definition of “devel opnent sponsor” uses the ternms “legal successors”
and “assigns,” but does not define those ternms. The lack of definitions
could lead to varying interpretations, which then could | ead to disputes
bet ween taxpayers and the departnent.

The term “econom c feasibility” is not defined. The lack of definition
| eaves uncl ear what standard woul d be used to establish econonic
feasibility sufficient for the tax credit.

The definition in the contribution credit of “eligible comunity

devel opnment corporation” is vague. Specifically, the terns used in the
definition, such as “sponsor,” “devel op,” “manage,” "affordable housing,”
“community project,” “low and noderate-incone,” and “geographic areas”
are not defined. The lack of definitions could | ead to varying
interpretations, which could then |l ead to di sputes between taxpayers and
t he departnent.
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7. Neither the facility credit nor the contribution credit would require the
taxpayer to retain docunentation to denonstrate the taxpayer’s
eligibility for the credit. Wthout this docunentation, it may be
difficult for the departnent to verify whether the taxpayer is allowed
the credit and the anmount of the allowable credit.

8. Generally when credits are allocated by a governnment entity, the credit
provi sions require that government entity to provide the departnent with

an annual list of taxpayers to whomthe credit was allocated. This bil
woul d not require the commttee to provide an annual list to the
department.

FI SCAL | MPACT

Depart nental Costs

If the bill is amended to resolve the inplenmentation considerations
addressed in this analysis, the departnment’s costs are expected to be mnor.

Tax Revenue Esti mate

Based on Iimted data and assunptions di scussed below, this bill would
result in the follow ng order of nagnitude revenue | osses.

Esti mat ed Revenue | npact of AB 1080
As I ntroduced 2/25/99
[$ In MIlions]

Tax Credit 1999- 00 2000- 01 2001- 02
Facility Credit ($2) ($4) ($5)
Contribution Credit ($2) ($5) ($8)
TOTAL ($4) ($9) ($13)
The bill would be effective for taxable and i nconme years begi nning on or

after January 1, 1999, with enactnent assumed after June 30.

Thi s anal ysis does not consider the possible changes in enpl oynent, personal
i ncone, or gross state product that could result fromthis nmeasure.

Tax Revenue Di scussion

Aggregate credits actually allocated each year and anounts applied to reduce
tax liabilities would determ ne the revenue inpact of this bill. Based on
prior experience for the | owincone housing credit, revenue |osses from
applied tax credits for initial years would be significantly | ess than

aut hori zed al | ocati ons.

Wth respect to the facility tax credit, it is assuned credits would be
allocated at the following rates over the initial three years: 5% 10% and
15% It is assuned that these credits would be applied to reduce tax
liabilities in the year allocated.
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By projecting annually increasing contributions to eligible comunity

devel opnent corporations, a rate of allocation for the contribution credit
was established for the initial three years of 15% 30% and 50% Assuned
percentages for this credit are higher because of the broader scope of
communi ty assi stance prograns, incone groups, and geographical areas. It is
assumed that any credit vouchers awarded to eligible comunity devel oprent
corporations would be passed on to taxpayers and credits would be applied to
reduce tax liabilities in the year allocated.

These projections assune that tax credits can be allocated to taxpayers

bef ore actual conpletion of projects. As broadly defined in the bill, nore
than 200 community devel opnent corporations exist throughout the state.
These corporations are tax-exenpt, non-profit corporations, which typically
invest in community revitalization to inprove the quality of life for the
comuni ties served. Comunity devel opment corporations often partner with a
m x of for-profit conpani es and gover nnment agenci es.

POSI T1 ON

Pendi ng.



